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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Transmitted  herewith  is  the  report  on  the  audit  of  the  Veterans'  Home  for 
the  year  ended  June  30,  1978. 

The  audit  was  conducted  by  Hanto,  Berres,  and  Romo,  CPA's,  under  a 
contract  between   the   firm  and   our  office.   The   comments   and 
recommendations  contained  in  this  report  represent  the  views  of  the  firm 
arid  not  necessariiy  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is  included  in 
the  back  of  the  audit  report. 


Respectfully  submitted, 

Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 
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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include 
a  listing  of  all  recommendations  together  with  a  notation  as  to 
whether  the  agency  concurs  or  does  not  concur  with  each  recommendation, 
This  listing  serves  as  a  means  of  summarizing  the  recommendations 
contained  in  the  report  and  the  audited  agency's  reply  thereto  and 
also  as  a  reference  to  the  supporting  comments.   The  full  reply  of 
the  Montana  Veterans'  Home  and  the  Department  of  Institutions  is 
included  in  the  back  of  this  report. 

Page 
Determine  the  proper  accounting  method  for  preparing 

Federal  Reimbursement  requests.  5 

Agency  Reply:   Concur.   See  page  32. 

Determine  if  additional  reimbursement  can  be  obtained 

for  the  quarter  ended  September  30,  1977.  5 

Agency  Re p 1 y :   Concur.   See  page  32. 

Adjust  reimbursement  rates  based  upon  actual  reimbursement 

from  the  Veterans  Administration.  6 

Agency  Reply:   Concur.   See  page  32. 

Develop  procedures  which  set  reimbursement  rates 

closer  to  actual  costs.  7 

Agency  Reply:   Concur.   See  page  32. 

Establish  rates  for  non-veterans  in  accordance  with 

Section  80-1603,  R.C.M.,  1947.  8 

Agency  Reply:   Concur.   See  page  32. 

Implement  procedures  for  collection  of  delinquent  accounts.         8 

Agency  Reply:   Concur.   See  page  32. 

Develop  procedures  for  recording  gifts  in  the  financial 

records.  10 

Agency   Re p 1 y :      Concur.      See    page   33. 
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Record  accounts  receivable  in  the  home's  accounting 
records  and  accrue  revenue  in  accordance  with 
generally  accepted  accounting  principles.  11 

Agency  Reply:   Do  not  concur.   Present  practice 
is  in  accordance  with  state  accounting  policy. 
See  page  33. 

Develop  a  system  to  properly  account  for  enterprise 

and  intragovernmental  service  funds.  12 

Agency  Reply:   Concur.   The  department  believes 
extra  staff  will  be  required  to  develop  and  maintain 
the  system.   See  page  33. 

File  applicable  forms  in  order  to  receive  patronage 
dividends,  and  that  these  receivables  be  recorded 
in  the  accounting  records.  13 

Agency  Reply:   Concur.   See  page  33. 

Record  all  expenditures  in  the  farm  account.  14 

Agency  Reply:   Concur.   See  page  34. 

Require  that  all  financial  activities  be  conducted 

only  by  business  office  employees.  14 

Agency  Reply:   Concur.   See  page  34. 

Comply  with  the  provisions  of  Legislative  appropriations.         15 

Agency  Reply:   Concur.   See  page  34. 

Develop  standards  to  ensure  proper  operation  of 

fire  alarms.  16 

Agency  Reply:   Concur.   See  page  34. 

Maintain  perpetual  inventory  control  only  on  high  dollar, 
high  risk  items  and  submit  periodic  inventory  reports 
to  management.  17 

Agency  Reply:   Concur.   See  page  34. 


SUMMARY  OF  RECOMMENDATIONS  (Continued') 

Page 

Review  inventory  on  hand  before  reordering.  17 

Agency  Reply:   Concur.   See  page  35. 

Develop  procedures  to  reflect  all  personal  service 

expenditures  on  the  home's  financial  records.  19 

Agency  Reply:   Concur.   See  page  35. 

Request  a  refund  for  the  overpayment  of  work  study 
expenses,  and  record  work  study  expenses  based 
upon  bills  submitted  by  the  university.  19 

Agency  Reply:   Concur.   See  page  35. 

Limit  vacation  carry  over  in  accordance  with 
Section  59-1002,  R.C.M.,  1947,  and  discontinue 
allowing  employees  to  accumulate  negative  comp 
time  and  vacation  balances.  20 

Agency  Reply:   Concur.   See  page  35. 

Implement  improved  internal  control  over  payroll.  20 

Agency  Reply:   Concur.   See  page  35. 

Improve  the  system  of  property  control  and 

accountability  at  the  Montana  Veterans'  Home.  22 

Agency  Reply:   Concur.   See  page  36. 
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August  31,  1978 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature 

We  have  examined  the  balance  sheets  of  the  Montana  Veterans'  Home  as  of  June  30, 
1978  and  the  related  statements  of  operations  listed  in  the  table  of  contents 
of  this  report  for  the  year  then  ended.   Except  as  explained  in  the  following 
paragraphs,  our  examination  was  made  in  accordance  with  generally  accepted 
auditing  standards  and  accordingly  included  such  tests  of  the  accounting 
records  and  such  other  auditing  procedures  as  we  considered  necessary  in  the 
circumstances. 

The  condition  of  the  accounting  records  relating  to  fixed  assets  and  equipment 
was  such  that  we  were  unable  to  perform  certain  auditing  tests  and  procedures 
which  we  deemed  necessary  to  comply  with  generally  accepted  auditing  standards. 
Historical  costs  for  land,  buildings  and  equipment  are  not  available.   The 
statement  of  general  fixed  assets  was  prepared  by  the  agency  using  estimated 
costs,  consequently,  we  do  not  express  an  opinion  on  the  statement  of  general 
fixed  assets. 

The  financial  statements  do  not  present  accounts  receivable  of  $2,932  in  the 
federal  and  private  revenue  fund  -  interest;  $78,450  in  the  federal  and  private 
revenue  fund  -  federal;  and  $43,641  in  the  federal  and  private  revenue  fund  - 
reimbursements . 

The  revolving  fund  does  not  report  additional  liabilities  and  the  expenditures 
associated  with  those  liabilities  of  $378. 

Payroll  expenditures  of  $38,972  are  not  reported  on  the  statement  of  appropriations 
compared  to  expenditures  or  the  statement  of  expenditures  by  program.   These 
expenditures  were  made  by  other  state  or  federal  agencies  directly  to  employees 
of  the  home. 

Generally  accepted  accounting  principles  prescribe  specific  accounting  treatment 
for  intragovernmental  service  funds,  including  full  accrual  of  income,  recording 
of  assets  and  associated  depreciation,  and  recording  of  indirect  and  overhead 
costs.   The  accounting  records  do  not  accumulate  this  information.   Consequently, 
the  statement  of  operations  for  intragovernmental  service  funds,  relating  to 
farming  operations  at  the  home,  which  is  required  by  generally  accepted  account- 
ing principles,  is  not  presented. 
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The  Legislative  Audit  Committee 
August  31,  1978 
Page  Two 

In  our  opinion,  except  for  the  matters  discussed  in  the  preceding  paragraphs, 
the  balance  sheets  for  the  general  fund  and  the  revolving  fund,  the  statement 
of  appropriations  compared  to  expenditures,  the  statement  of  revenue  -  all  funds, 
and  the  statement  of  changes  in  fund  balances  for  the  general  fund  and  revolving 
fund  present  fairly  the  financial  position  of  the  Montana  Veterans'  Home  as  of 
June  30,  1978  and  the  result  of  its  operations  and  changes  in  its  financial 
position  for  the  year  then  ended  in  conformity  with  generally  accepted  accounting 
principles  applied  on  a  basis  consistent  with  that  of  the  preceding  year. 

In  our  opinion,  because  of  the  effects  of  the  matters  discussed  in  the  preceding 
paragraphs,  the  balance  sheets  of  the  federal  and  private  revenue  fund  and  the 
statement  of  changes  in  fund  balance  do  not  present  fairly,  in  conformity  with 
generally  accepted  accounting  principles,  the  financial  position  of  or  changes 
in  fund  balances  of  the  federal  and  private  revenue  funds  for  the  fiscal  year 
ended  June  30,  1978. 

The  accompanying  statement  of  expenditures  by  program  is  not  necessary  for  a 
fair  presentation  of  the  financial  statements  but  is  presented  as  supplemental 
information.   This  information  has  been  subject  to  the  tests  and  other  auditing 
procedures  applied  in  our  examination  of  the  financial  statements,  and  in  our 
opinion,  except  as  described  in  paragraphs  four,  five  and  six,  is  fairly  stated 
in  all  material  respects  in  relation  to  the  financial  statements  taken  as  a  whole. 

HANTO,  BERRES  &  ROMO 
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COMMENTS 
INTRODUCTION 

The  primary  purpose  of  our  examination  of  the  financial  statements 
of  the  various  funds  and  account  groups  of  the  Montana  Veterans'  Home 
for  the  fiscal  year  ended  June  30,  1978  was  to  enable  us  to  form  an 
opinion  on  the  financial  position  of  the  various  funds  and  account 
groups  of  the  Montana  Veterans'  Home  at  June  30,  1977  and  the  results 
of  operations  of  those  funds  for  the  year  then  ended. 

We  reviewed  and  tested  the  Montana  Veterans'  Home  system  of  Internal 
accounting  control  to  the  extent  we  considered  necessary  to  evaluate 
the  system  as  required  by  generally  accepted  auditing  standards.   The 
purpose  of  such  an  evaluation  is  to  establish  a  basis  for  reliance  upon 
the  agency's  records  and  procedures  to  determine  the  nature,  timing  and 
extent  of  auditing  procedures  necessary  for  expressing  an  opinion  on  the 
financial  statements. 

The  objective  of  internal  accounting  control  is  to  provide  reason- 
able, but  not  absolute,  assurance  as  to  the  safeguarding  of  assets 
against  loss  from  unauthorized  use  or  disposition  and  the  reliability 
of  financial  records  for  preparing  financial  statements  and  maintaining 
accountability  for  assets.   The  concept  of  reasonable  assurance  recognizes 
that  the  cost  of  a  system  of  Internal  accounting  control  should  not  exceed 
the  benefits  derived  and  also  recognizes  that  the  evaluation  of  these 
factors  necessarily  requires  estimates  and  judgments  by  management. 

There  are  Inherent  limitations  that  should  be  recognized  in  consider- 
ing the  potential  effectiveness  of  any  system  of  internal  accounting  control. 
In  the  performance  of  most  control  procedures,  errors  can  result  from 
misunderstanding  of  instructions,  mistakes  of  judgment,  carelessness  or 
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other  personal  factors.   Control  procedures  whose  effectiveness  depends 
upon  segregation  of  duties  can  be  circumvented  by  collusion.   Similarly, 
control  procedures  can  be  circumvented  intentionally  by  management  with 
respect  to  the  estimates  and  judgments  required  in  the  preparation  of 
financial  statements.   Further,  projection  of  any  evaluation  of  internal 
accounting  control  to  future  periods  is  subject  to  the  risk  that  the  pro- 
cedures may  become  inadequate  because  of  changes  in  conditions  and  that 
the  degree  of  compliance  with  the  procedures  may  deteriorate. 

Our  study  and  evaluation  of  internal  controls  at  the  Montana 
Veterans'  Home  for  the  year  ended  June  30,  1978  would  not  necessarily 
disclose  all  weaknesses  in  the  system;  however,  such  study  did  disclose 
the  following  conditions  that  we  believe  merit  attention. 

This  report,  by  its  nature,  is  critical  in  that  it  contains  our 
comments  and  recommendations  on  deficiencies  noted  in  the  course  of  our 
examination.   It  does  not  include  our  observations  on  the  strong  features 
of  the  Montana  Veterans'  Home  system  of  internal  controls. 
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$   157,503 

21.27„ 

275,402 

37.1 

307,649 

41.4 

2,759 

.3 

S   743.313 

100.07„ 

GENERAL 

The  Montana  Veterans'  Home,  located  near  Columbia  Falls,  was  estab- 
lished in  1895.   The  facility  provides  a  home,  subsistence  and  nursing 
care  for  veterans  who  are  honorably  discharged  from  the  armed  forces  of 
the  United  States.   The  home  has  approximately  140  members,  100  who  reside 
in  the  domicilary   or  self-care  units  and  40  members  in  the  nursing  home. 

Funding  the  home  is  illustrated  below: 

SOURCE  AMOUNT        PERCENT 

General  fund  appropriations 
Reimbursements  by  members 
Veterans  Administration  payments 
Sales  of  agricultural  products 

The  home  employs  49  full  time  equivalent  employees.   Salary,  wages 
and  benefits  account   for  75%  of  the  homes'  expenditures.   The  Montana 
Veterans'  Home  is  under  the  general  supervision  of  the  Department  of 
Institutions.   The  chief  operating  officer  of  the  home,  responsible  for 
daily  operations,  is  the  superintendent. 
REVENUE 

Payments  by  the  Veterans  Administration  represent  the  largest  single 
source  of  revenue  to  the  home.   Payment  is  based  upon  one^half  of  actual 
cost  per  day,  per  member,  not  to  exceed  $5.50  per  day  for  members  receiving 
domicilary  care  and  $10.50  per  day  for  members  in  the  nursing  home.   For 
example,  if  the  per  day  cost  in  the  domicilary  is  $10.00,  the  home  receives 
reimbursement  of  $5.00,  or  one-half  of  actual  costs  for  each  day  of  care 
provided.   If  costs  are  $14.00  per  day,  then  the  one-half  reimbursement  is 
limited  to  the  maximum  of  $5.50. 
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During  fiscal  year  1977-78,  the  home  received  the  maximum  reim- 
bursement for  three  quarters  and  $5.32  per  day  for  the  quarter  ended 
September  30,  1977.   Our  review  indicates  that  this  lower  reimbursement 
rate  for  the  first  quarter  is  the  result  of  a  change  in  accounting  methods 
and  is  not  necessarily  due  to  reduced  costs  during  that  quarter. 

The  Statewide  Budgeting  and  Accounting  System  is  on  the  cash  basis 
for  expenditures  during  the  year.   Under  this  method,  expenses  are  recog- 
nized when  paid.  At  June  30  each  year,  however,  expenses  are  accrued. 
Under  this  method,  the  expense  is  recognized  on  the  basis  of  a  valid 
obligation  rather  than  when  paid.   This  procedure  represents  accepted 
accounting  practice,  and  reports  expenditures  in  the  proper  year.   Since 
the  home's  reports  to  the  Veterans  Administration  are  prepared  quarterly, 
three  of  the  reports  are  prepared  on  a  cash  basis  and  the  final  report 
for  the  quarter  ended  June  30  is  prepared  on  an  accrual  basis.  This 
results  in  apparently  reduced  expenses  during  the  first  quarter  of  each 
fiscal  year  since  many  items  which  are  paid  for  in  July  represent  accrued 
expenses  and  are  reported  as  June  expenditures. 

Computation  of  expenses  on  an  annual  basis  indicates  that  the  home's 
expenses  exceed  $11.00  per  day,  and  therefore  the  home  would  be  entitled 
to  the  maximum  reimbursements  of  $5.50  per  day.  Because  of  the  change 
in  accounting  method  discussed  above,  the  home  reported  per  day  costs  of 
$5.32  for  the  quarter  ended  September  30,  1977.   This  resulted  in  lost 
revenue  of  $1,314. 

On  an  annual  basis,  the  home's  costs  clearly  exceeded  the  amounts 
required  to  receive  maximum  reimbursement.   Officials  of  the  Department 
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of  Institutions  and  the  Montana  Veterans'  Home  should  determine  the 
appropriate  accounting  methods  from  the  Veterans  Administration  and 
apply  the  same  method  for  each  report. 

Officials  of  the  home  or  the  department  should  also  investigate 
amending  the  first  quarter  report  to  the  Veterans  Administration  to 
determine  if  additional  reimbursement  can  be  obtained. 

RECOMMENDATION 

We  recommend  that  the  home : 

(1)  Determine  the  proper  accounting  method  for  preparing 
federal  reimbursement  requests. 

(2)  Determine  if  additional  reimbursement  can  be  obtained 
for  the  quarter  ended  September  30,  1977. 

Reimbursements 

The  second  largest  source  of  revenue  to  fund  the  home's  operations 
is  reimbursement  from  members.   Section  80-1604,  R.C.M.,  1947,  states, 
"the  department  shall  assess  against  each  resident  or  financially 
responsible  person  the  full  per  diem  charge,  a  proportionate  share  of 
the  per  diem  charge  or  no  per  diem  charge. . .based  upon  financial  infor- 
mation given  to  the  department  during  its  investigation  conducted  accord- 
ing to  the  rules  of  the  department.   The  per  diem  shall  be  computed  on 
July  1  of  each  year  by  the  department."  Whether  full  or  only  partial 
per  diem  charges  are  made  depends  upon  the  member's  ability  to  pay.   Re- 
imbursements are  handled  in  full  by  the  Department  of  Institutions.  The 
department's  staff  interviews  each  member  and  determines  his/her  ability  to 
pay.   All  billing,  collection  and  recording  is  done  by  the  reimbursement 
bureau  in  Helena. 


For  the  fiscal  year  beginning  July  1,  1978,  the  department  billed 

members  $6.90  per  day  full  per  diem  charges  based  upon  the  following 

computations: 

Per  diem  costs  as  determined  by  Veterans 

Administration  Audit  $  12.90 

Reimbursement  by  Veterans  Administration  6.00 

Full  charge  per  diem  $  6.90 


Since  the  actual  reimbursement  rate  by  the  Veterans  Administration 
is  $5.50  per  day,  billings  for  the  month  of  July  1978  were  $  .50  per  day 
too  low.   The  $6.00  figure  was  established  by  the  former  chief  of  the 
reimbursement  bureau.  Maximum  lost  revenue  is  approximately  $1,500. 
The  actual  lost  revenue  is  less  since  not  all  members  pay  the  full  per 
diem  charge.   To  comply  with  Section  80-1603,  R.C.M.,  1947,  the  department 
should  adjust  per  diem  rates  to  reflect  the  amounts  actually  collected 
from  the  Veterans  Administration. 

RECOMMENDATION 

We  recommend  that  the  department  adjust  reimbursement  rates 
based  upon  actual  reimbursement  from  the  Veterans  Administration. 

Reimbursement  Rates 

During  the  fiscal  year  1977-78,  the  department  billed  members  $5.04 

per  day  for  domicilary  care  based  upon  one-half  of  estimated  per  diem 

costs  of  $10.07.   The  $10.07  per  diem  rate  is  based  upon  budgeted  costs 

for  fiscal  year  1977-78.   During  the  1977-78  fiscal  year,  the  home  reported 

quarterly  per  diem  costs  for  domicilary  care  as  follows: 

July,  August,  September,  1977  $  10.64 

October,  November,  December,  1977  $  11.72 

January,  February,  March,  1978  $  12.96 

April,  May,  June,  1978  $  14.65 


The  reimbursement  rate  of  $5.0A,  based  upon  computed  per  diem 
costs  of  $10.07,  clearly  did  not  recover  the  cost  of  care.   The  statutes 
require  the  per  diem  to  be  computed  on  July  1  of  each  year  based  on 
budgeted  information.   However,  the  initial  budget  information  does  not 
include  budget  amendments.   Also  the  computations  are  based  upon  140  full 
time  members,  when  the  average  daily  census  is  less  than  135,  due  to 
members  on  leave  and  discharges.   There  are  inherent  limitations  in  es- 
timating costs  and  membership  populations  a  year  in  advance.   However, 
because  of  the  significant  difference  between  actual  and  estimated  costs, 
the  department  should  investigate  alternate  methods  of  determining  reim- 
bursement rates.   Calculations  which  set  reimbursement  rates  at  a  level 
near  actual  would  significantly  increase  revenue  from  this  source  and 
reduce  the  requirements  for  general  fund  appropriations. 

RECOMMENDATION 

We  recommend  that  the  Department  of  Institutions  develop 
procedures  which  set  reimbursement  rates  closer  to  actual 
costs. 

Reimbursement  from  Non-Veterans 

Section  80-1803,  R.C.M.,  1947,  states  that  to  be  eligible  for  resi- 
dence in  the  home,  the  person  shall... "Be  an  honorably  discharged  veteran, 
or  the  spouse  or  surviving  spouse  of  a  veteran."   Currently,  twelve 
members  of  the  home  are  non- veterans .   They  are  billed  at  the  same  rate 
as  are  veterans;  however,  the  home  does  not  receive  reimbursement  from  the 
Veterans  Administration  for  these  members.   If  non-veterans  were  billed 
full  per  diem  charges,  maximum  additional  revenue  would  be  approximately 
$18,000;  however,  actual  reimbursements  would  be  less  since  billings  are 
based  upon  ability  to  pay. 
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Currently  the  statutes  provide  no  exceptions  for  non-veteran  members 
of  the  home.   Department  of  Institutions  officials  state  that  the  reduced 
reimbursement  rate  for  non-veterans  is  based  upon  past  practices,  and 
that  the  policy  may  be  subject  to  review  in  the  future. 

RECOMMENDATION 

We  recommend  that  the  Department  of  Institutions  establish 
rates  for  non-veterans  in  accordance  with  Section  80-1603, 
R.C.M.,  1947. 

Collection  of  Delinquent  Accounts 

Accounts  receivable  at  year  end  include  $3,915  in  accounts  from 
former  members  of  the  home.   Some  accounts  are  over  four  years  old,  and 
all  are  at  least  one  year  old.   The  department  has  no  current  address  on 
some  accounts.   The  department  has  developed  procedures  for  collection  of 
delinquent  accounts;  however,  for  Montana  Veterans'  Home  accounts,  the 
procedures  have  not  been  implemented. 

The  department  should  submit  all  delinquent  accounts  to  the  Depart- 
ment of  Revenue  for  collection  as  set  forth  in  the  Montana  Operations 
Manual,  Volume  2,  Chapter  1100. 

RECOMMENDATION 

We  recommend  that  the  department  implement  procedures  for 
collection  of  delinquent  accounts. 

GIFTS  AND  DONATIONS 

The  Montana  Veterans'  Home  receives  materials,  supplies  and  donated 

labor  each  year  from  individuals,  veterans'  organizations  and  the  Montana 

Veterans'  Home  Memorial  Foundation.   These  gifts  significantly  improve 

the  quality  of  care  provided  to  members  of  the  home  plus  improve  the 

physical  facilities. 


Montana  Veterans'  Home  Memorial  Foundation 

The  Montana  Veterans'  Home  Memorial  Foundation  was  established  in 
1973  as  a  non-profit  Montana  Corporation  for  the  purpose  of  receiving  or 
acquiring  money  or  property  to  improve  the  physical  plant  or  to  improve 
the  quality  of  life  for  members  of  the  home.   The  foundation  is  governed 
by  a  nine  member  Board  of  Directors,  and  the  superintendent  of  the  home 
serves  as  an  ex-officio  member.   The  foundation's  activities  are  reviewed 
by  a  firm  of  Certified  Public  Accountants,  and  financial  statements  are 
issued  each  two  years.   The  most  recent  accountant's  report  indicates  almost 
$12,000  in  purchases  of  equipment  and  improvements  since  1973.   During  the 
fiscal  year,  the  foundation  purchased  additional  items  including  $3,365 
for  asphalt  for  a  walkway  surrounding  the  grounds.   The  foundation  annually 
sponsors  a  Christmas  party  for  members  and  their  guests. 

The  foundation  was  established  largely  to  provide  a  means  to  solicit 
and  receive  gifts  for  the  home  without  affecting  the  home's  appropriations. 
The  primary  concern  was  that  gifts  would  replace  rather  than  supplement 
appropriated  money. 

In  addition  to  gifts  received  from  the  foundation,  veterans  organi- 
zations and  members  of  the  home  provide  in-kind  gifts.   Veterans  organi- 
zations recently  purchased  trees  for  a  small  orchard.   Members  purchased 
new  linoleum,  light  fixtures  and  a  new  refrigerator  for  recreation  areas. 
A  local  business  contributed  a  large  walk-in  cooler  and  freezer.   These 
gifts,  as  well  as  those  received  from  the  foundation,  are  not  recorded  on 
the  Statewide  Budgeting  and  Accounting  System.   Recording  these  gifts 
should  not  necessarily  affect  appropriations;  however,  it  would  reflect 
the  total  operations  of  the  home.   The  home  and  the  Department  of 


Institutions  should  discuss  with  the  Department  of  Administration  pro- 
cedures for  recording  gifts  on  the  home's  financial  records. 
RECOMMENDATION 

We  recommend  that  the  home  and  the  department  develop 
procedures  for  recording  gifts  in  the  financial  records. 

ACCOUNTS  RECEIVABLE 

The  amount  of  federal  reimbursement  on  the  financial  statements 
represents  payments  received  rather  than  payments  earned  during  the 
year.   For  example,  the  first  payment,  received  in  August  1977,  repre- 
sents reimbursement  for  April,  May  and  June,  1977,  which  is  in  the  prior 
fiscal  year.  Accounts  receivable  at  June  30,  1977  were  $73,524.  At  June 
30,  1978,  accounts  receivable  were  $78,450.   These  rec  ivables  are  not 
reported  on  the  home's  financial  statements.   If  revenue  had  been  recorded 
on  the  accrual  basis  as  required  for  proper  financial  reporting,  the 
financial  statements  would  list  $311,248  rather  than  $307,649.   This  is 
not  a  material  misstatement  of  income.  However,  in  years  when  rates  or 
membership  fluctuate,  revenue  could  be  distorted. 

Revenue  from  reimbursements  by  members  is  also  recorded  on  the  cash 
basis.  The  Department  of  Institutions  Central  Office  has  centralized 
accounts  receivable;  however,  these  are  not  reflected  on  the  home's  ac- 
counting records. 

At  June  30,  1977,  accounts  receivable  from  members  were  $29,409.   At 
June  30,  1978,  accounts  receivable  were  $43,641.   The  balance  sheet  for 
the  private  reimbursement  fund  is  materially  misstated  due  to  exclusion 
of  these  receivables.   Revenue  is  misstated  by  a  maximum  of  $13,232  because 
the  fund  operates  on  the  cash  basis  rather  than  the  accrual  basis. 
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Accrual  of  revenue  is  optional  for  state  agencies.   The  Montana 
Operations  Manual,  Section  2-0240.2  states  that  full  accrual  accounting 
will  be  permitted  if  the  need  justifies  the  application.   However,  the 
audit  guide.  Audits  of  State  and  Local  Governments,  requires  accrual  of 
revenue  where  amounts  are  material  and  are  determinable.   The  department 
should  record  accounts  receivable  on  the  home' s accounting  records  and 
report  revenue  on  the  full  accrual  basis. 

RECOMMENDATION 

We  recommend  that  the  department  record  accounts  re- 
ceivable in  the  home's  accounting  records  and  accrue 
revenue  in  accordance  with  generally  accepted  account- 
ing principles. 

FARMING  OPERATIONS 

The  Montana  Veterans' Home  is  located  on  140  acres  of  land   and 
all  suitable  land  is  devoted  to  agriculture.   Last  year  the  home  planted 
and  harvested  28  acres  of  barley.   This  year  about  50  acres  are  planted. 
The  garden  produced  most  of  the  homefe  requirements  for  cucumbers,  carrots, 
cabbage  and  corn.   Last  year  over  1200  pounds  of  corn  was  frozen  for  use 
during  the  year. 

The  home  produced  approximately  fifteen  tons  of  potatoes  last  year. 
Eight  tons  were  sold  to  the  Montana  State  Prison  and  the  Swan  River  Youth 
Forest  Camp,  and  the  balance  consumed  at  the  home. 

Much  of  the  gardening  work  is  done  by  members  of  the  home.   Employees 
harvest  the  barley  and  potatoes  and  hay  is  baled  by  a  local  farmer,  who 
receives  one-half  the  hay  for  payment. 
Enterprise  Accounting 

The  home's  farm  operation  acts  as  a  combination  intragovernmental 


-11. 


service  account  and  enterprise  account.   In tragovernmental  service  funds 
are  established  to  finance  and  account  for  goods  and  services  furnished 
by  one  agency  of  a  governmental  unit  to  another  agency  or  department 
of  the  same  governmental  unit.   Enterprise  accounts  perform  the  same 
function.   However,  the  goods  or  services  are  sold  to  the  public. 

Specific  accounting  requirements  are  prescribed  for  intragovern- 
mental  service  funds  in  order  to  comply  with  generally  accepted  account- 
ing principles.   These  requirements  include: 

Full  Accrual  Accounting  -  Revenues  earned  but  not  received 

should  be  recorded. 

Depreciation  -  All  fixed  assets  used  in  the  production  of 

income  should  be  recorded  in  the  financial  records  and 

depreciated. 

Accounting  for  Overhead  and  Indirect  Costs  -  Utilities, 

supervisory  salaries  and  space  rental  expenses  should  be 

allocated  to  the  fund. 

Financial  Statements  -  Intragovernmental  service  funds 

require  a  statement  of  operations  and  an  analysis  of  ch^.ages 

in  retained  earnings. 

The  home's  financial  statements,  prepared  from  the  Statewide 
Budgeting  and  Accounting  System,  do  not  meet  these  requirements.   Con- 
sequently, the  financial  statements  for  the  farm  revolving  account  are 
not  presented  in  accordance  with  generally  accepted  accounting  principles, 

RECOMMENDATION 

We  recommend  that  the  Department  of  Institutions  dc  lop  a 
system  to  properly  account  for  enterprise  and  intragovern- 
mental service  funds. 
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Patronage  Dividend 

The  Montana  Veterans'  Home  purchases  fanning  supplies  and  sells 
grain  through  a  cooperative  in  Kalispell.   At  June  30,  1978,  the  home 
had  patronage  dividends  receivable  of  $119.35.   This  receivable  is  not 
recorded  on  the  home's  accounting  records.   This  represents  patronage 
dividends  earned  in  1960,  1961  and  1962.   This  amount  will  be  distributed 
during  the  next  several  years  when  the  cooperative  closes  these  capital 
accounts.   The  home  has  not  earned  dividends  since  1962  because  they  did 
not  sign  a  consent  form  stating  that  they  agree  to  report  the  income  as 
earned  and  pay  any  applicable  taxes.  As  an  entity  of  the  state  of 
Montana,  there  would  be  no  tax  liability.   The  home  should  sign  this 
consent  form  which  permits  the  cooperative  to  credit  dividends  to  the 
home's  account.   It  will  be  many  years  before  these  dividends  will  be 
converted  to  cash.  However,  the  additional  income  will  not  require 
additional  expenditures.   The  home  has  apparently  lost  all  patronage 
dividends  between  1963  and  1977  by  failing  to  file  the  consent  forms. 

The  home  should  also  ensure  that  patronage  dividends  receivable 
are  recorded  in  the  accounting  records. 

RECOMMENDATION 

We  recommend  that  the  home  file  applicable  forms  in  order 
to  receive  patronage  dividends   and  that  these  receivables 
be  recorded  in  the  accounting  records , 

Unrecorded  Expenditures 

The  farming  program  purchases  seed,  fertilizer  and  parts  during  each 

year  from  a  Kalispell  cooperative.   Payment  is  not  made  until  the  grain 

is  sold  to  the  cooperative.  At  June  30,  1978,  the  home  owed  $378.   The 

liability  for  this  purchase  is  not  presented  on  the  balance  sheet,  nor  is 


-13. 


the  expenditure  disclosed  in  the  statement  of  expenditures. 
RECOMMENDATION 

We  recommend  that  the  home  record  all  expenditures  in 
the  farm  account. 

Control  over  Sales 

We  noted  one  instance  during  our  review  where  two  tons  of  hay 
produced  at  the  home  were  sold  by  an  employee  of  the  home.  The  sale 
was  reported  to  the  business  office.   However,  a  dispute  later  developed 
as  to  whether  full  payment  had  been  received.   The  problem  developed 
because  the  entire  transaction  was  handled  by  an  employee  of  the  mainten- 
ance department  rather  than  the  business  office.   This  was  contrary  to 
established  policy  at  the  home.   However,  the  employee  was  apparently 
unaware  of  this  policy.  Officials  of  the  home  should  ensure  that  only 
business  office  employees  conduct  the  home's  financial  transactions. 
RECOMMENDATION 

We  recommend  that  the  home  require  that  all  financial 
activities  be  conducted  only  by  business  office  employees. 

ORGANIZATIONAL  MEMBERSHIP 

Section  15  of  House  Bill  145  passed  by  the  1977  Legislature  provides: 
"It  is  the  intent  of  the  legislature  that  funds  appropriated  under  the 
act  shall  not  be  expended  to  private  organizations,  nor  for  the  purpose 
of  obtaining  membership  to  professional  organizations  for  individuals 
within  the  various  departments  anu  state  agencies  of  state  government." 

During  the  1977-78  fiscal  year,  the  home  made  the  following 
expenditures: 
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Columbia  Falls  Chamber  of  Commerce  $   20.00 

Montana  Nursing  Home  Association  25.00 
National  Association  of  State 

Veterans  Homes  150.00 

TOTAL  $  195.00 

RECOMMENDATION 

We  recommend  that  the  home  comply  with  the  provisions 
of  legislative  appropriations. 

FIRE  ALARM 

On  August  17,  1978,  we  tested  the  operation  of  smoke  and  fire  alarms 
at  the  Montana  Veterans'  Home.   The  alarm  system  had  a  burned  fuse  and 
was  not  working.  We  were  unable  to  determine  how  long  the  alarm  had  not 
been  working.   However,  once  the  fuse  was  replaced  the  alarm  functioned. 
Further  review  indicated  that  the  fire  alarm  system  required  repairs 
during  January,  1978.  Because  of  multiple  false  alarms,  the  system  had 
been  turned  off  between  July,  1977  and  January,  1978. 

Review  of  correspondence  indicates  that  the  alarm  system  has 
consistently  malfunctioned  since  it  was  installed.  The  State  Fire 
Marshal  reported  to  the  Department  of  Institutions  and  the  Architecture 
and  Engineering  Division  in  1975  that  the  system  had  been  turned  off 
during  portions  of  that  year.   The  Architecture  and  Engineering  Division 
was  again  contacted  in  August,  1977  and  in  January,  1978  repairs  were 
made  to  the  system. 

Correspondence  indicates  that  several  state  agencies  were  involved; 
however,  no  agency  assumed  responsibility  for  ensuring  that  the  fire 
alarm  system  was  promptly  repaired.   The  Veterans'  Home  did  request 
technical  assistance  since  they  were  unable  to  repair  the  electronic 
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components  of  the  alarm  system. 

These  facts  indicate  a  significant  deficiency  in  meeting  minimum 
safety  standards.   Since  a  previous  audit  at  the  Center  for  the  Aged 
also  disclosed  problems  with  the  fire  alarm  system,  action  by  the  central 
office  of  the  Department  of  Institutions  seems  warranted.   The  department 
should  set  standards  applicable  to  all  institutions  requiring  continual 
testing  of  alarm  systems.   The  department  should  act  promptly  to  remedy 
any  deficiencies. 

RECOMMENDATION 

We  recommend  that  the  Department  of  Institutions  develop 
standards  to  ensure  proper  operation  of  fire  alarms. 

INVEIJTORY 

The  Montana  Veterans'  Home  maintains  detailed  perpetual  inventory 
cards  for  exp(  dable  supplies  and  materials.   Considerable  staff  time 
is  required  to  maintain  this  inventory  system.   However,  the  information 
generated  by  the  system  is  not  used  by  the  home's  management.   There  is 
no  periodic  reporting  process  for  differences  between  physical  inventory 
and  perpetual  inventory.   In  addition,  we  question  the  need  for  maintaining 
perpetual  records  on  low  cost,  low  risk  inventory.   The  home  should  dis- 
continue maintaining  perpetual  records  on  items  which  are  of  small 
value  and  which  are  not  subject  to  high  risk  of  theft  or  misuse.   For 
other  inventory,  quarterly  reports  to  management  should  disclose  differ- 
ences between  perpetual  and  actual  inventory,  and  discrepencies  should 
be  investigated. 

RECOMMENDATION 

We  recommend  that  the  home: 
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(1)  Maintain  perpetual  inventory  control  only  on  high 
dollar,  high  risk  items,  and 

(2)  Submit  periodic  inventory  reports  to  management. 
Excess  Inventory 

The  home  does  not  use  the  present  perpetual  inventory  records  for 
reordering  purposes.   We  tested  a  sample  of  inventory  and  found  the 
perpetual  records  were  accurate.   However,  it  appears  that  the  home  has 
purchased  excessive  quantities  of  certain  items.   For  example,  the  home's 
inventory  contains  a  2  1/A  year  supply  of  oven  cleaner  and  a  A  1/2  year 
supply  of  cleanser.   Yearly  purchases  are  requested  by  department  super- 
visors and  the  quantities  on  hand  are  not  always  considered. 

RECCtt-IMENDATION 

We  recoomend  that  the  home  review  inventory  on  hand 
before  reordering. 

PAYRUi.L 

Our  review  of  payroll  expenditures  disclosed  significant  amounts 

of  salary  and  wages  paid  to  employees  of  the  home  but  not  recorded  in 

the  accounting  records.   These  employees  were  paid  under  three  federal 

programs,  and  checks  were  issued  by  other  state  agencies  or  by  a  federal 

agency.   The  following  salaries  and  wages  are  not  recorded  on  the  home's 

financial  records : 


CETA  $  19,591 

Youth  Employment  Program  15,392 

Work-Study  Employees  3,989 

TOTAL  $  38,972 
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These  salaries  represent  8.l7o  of  salaries  and  wages,  excluding 
staff  benefits,  currently  reported  on  the  home's  financial  statements. 
The  CETA  salaries  are  paid  by  the  Department  of  Institutions   and  are 
reported  on  the  department  financial  statements.   On  August  2,  1978, 
the  chief  of  the  Administrative  Services  Bureau  of  the  Department  issued 
a  directive  which  transfers  these  costs  to  the  financial  reports  of  the 
institution  which  hires  the  employee.   If  these  directives  are  implemented, 
the  expense  of  CETA  employees  will  be  reflected  on  the  home's  financial 
statements  in  future  years. 

The  Youth  Employment  Program  is  a  federal  employment  program 
administered  by  Northwest  Montana  Human  Resources  in  Kalispell.   The 
home  employed  18  people  under  the  program  during  the  fiscal  year,  with 
total  wages  of  $15,392,  excluding  staff  benefits.   Individual  employees 
earned  between  $85  and  $2,165.   The  home  prepares  and  signs  time  cards 
for  these  employees  and  mails  them  to  Northwest  Montana  Human  Resources. 
The  checks  are  issued  by  mail  directly  to  the  employees. 

The  work-study  program  is  administered  by  Montana  State  University 
under  the  Montana  Compact.   Salaries  are  paid  by  Montana  State  University 
based  upon  time  cards  submitted  by  the  home.   Since  the  work-study  program 
requires  matching  funds,  the  home  is  charged  30%  of  the  salaries  paid, 
representing  the  matching  portion,  plus  payroll  taxes  and  an  administra- 
tive charge. 

None  of  these  expenditures  for  wages  are  recorded  on  the  home's 
accounting  records,  resulting  in  a  significant  distortion  of  personal 
service  costs.   The  home  and  the  department  should  develop  procedures 
to  record  these  expenditures  on  the  home's  financial  records.   Although 
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the  home  does  not  actually  make  the  expenditures,  these  items  should  be 

reported  in  order  to  reflect  the  true  cost  of  operating  the  home. 

RECOMMENDATION 

We  recommend  that  the  department  develop  procedures  to 
reflect  all  personal  service  expenditures  on  the  home's 
financial  records. 

Work-Study  Payment 

At  June  30,  1977,  the  home  accrued  $2,500  as  payroll  expense  and  a 

warrant  was  later  issued  to  Montana  State  University.   This  represented 

a  prepayment  of  the  home's  matching  share  of  work-study  expenses.   When 

this  payment  was  made,  the  home  had  a  credit  balance  with  the  university 

of  $1,288.   The  home's  matching  expense  for  the  year  was  $855.   The  home 

had  a  resulting  credit  balance  of  $2,932  at  June  30,  1978.   This  credit 

balance  represents  a  receivable  at  year  end  and  is  not  recorded  on  the 

financial  statements.   It  represents  a  significant  distortion  of  the 

federal  and  private  revenue  fund  -  interest  account  at  year  end.   In 

addition,  the  expenditure  of  $855  is  also  not  recorded. 

The  home  should  request  a  refund  for  the  balance  of  the  money  held 

by  the  university.  Future  transactions  should  be  recorded  based  upon 

bills  'Submitted  by  the  university. 

RECOMMENDATION 

We  recommend  the  home: 

(1)  Request  a  refund  for  the  overpayment  of  work-study 
expenses,  and 

(2)  Record  work-study  expenses  based  upon  bills  submitted 
by  the  university. 

Employee  Leave  Records 

We  found  that  several  employees  of  the  home  carried  negative  comp 
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time  and  vacation  balances  during  the  year.   Officials  of  the  home  should 
take  steps  to  prevent  this  since  it  represents  a  payroll  advance  which 
is  not  authorized  by  the  Montana  Operations  Manual. 

One  employee  accumulated  vacation  in  excess  of  the  maximum  carry- 
over.  Section  59-1002,  R.C.M.,  1947,  states  that:   "annual  vacation 
leave  may  be  accumulated  to  a  total  not  to  exceed  two  (2)  times  the 
maximum  number  of  days  earned  annually  as  of  the  last  day  in  any 
calendar  year." 

RECOMMENDATION 

We  recommend  that  the  home: 

(1)  Limit  vacation  carryover  in  accordance  with  Section 
59-1002,  R.C.M.,  19A7,  aiul 

(2)  Discontinue  allowing  employees  to  accumulate  negative 
comp  time  and  vacation  balances. 

Payroll  Internal  Control 

We  found  payroll  controls  generally  adequate;  however,  certain 
improvements  would  improve  controls: 

current  W-A's  for  all  employees  are  not  included  in 

payroll  files. 

unclaimed  salary  warrants  are  not  adequately  safeguarded. 

time  cards  are  not  always  signed  and  approved  by 

supervisors . 

Internal  Revenue  Service  Form  1099,  Information  Return, 

is  not  filed  for  payments  made  to  contract  employees. 

RECOMMENDATION 

We  recommend  that  the  home  implement  improved  internal 
control  over  payroll. 
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PLANT,  PROPERTY  AND  EQUIPMENT 

The  Montana  Veterans'  Home  maintains  detailed  property  and 
equipment  records.   We  found  the  records  accurate  as  to  type  of 
equipment  and  location.   However,   it  was  not  possible  for  us  to 
verify  historical  cost  on  these  assets.   The  records  currently  list 
an  assigned  cost  for  all  but  recently  acquired  items.   Records  for 
buildings  and  grounds  do  not  reflect  capital  improvements,  nor  could 
we  verify  historical  cost. 

The  home  has  devoted  significant  amounts  of  staff  time  to  devel- 
oping the  present  inventory,  and  physical  and  general  ledger  control 
over  fixed  assets  seems  possible  in  the  near  future.   The  central 
office  of  the  department  must  provide  guidance  to  achieve  this  goal. 

Specifically,  the  home  should  document  historical  cost  or  obtain 
appraised  value  at  time  of  ac(  iiisition.   The  home  or  the  department 
should  develop  criteria  for  placing  items  purchased  into  fixed  assets. 
We  found  that  numerous  expendable  items  were  placed  in  the  inventory  of 
plant  and  equipment.   The  home  should  also  develop  a  system  for  permanently 
marking  its  fixed  assets.   Without  a  permanent  marking  system,  it  is 
difficult  to  locate  specific  items. 

The  department  should  also  establish  guidelines  for  capitalizing 
improvements  to  the  buildings  and  grounds.  These  items  have  not  been 
recorded  in  the  plant  and  equipment  inventory. 

It  is  our  understanding  that  the  Department  of  Administration  is 
developing  a  property  accounting  system.   This  system  should  resolve 
many  of  the  problems  discussed  in  the  preceding  paragraph. 
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RECOMMENDATION 

We  recommend  that  the  department  improve  the  system 
of  property  control  and  accountability  at  the  Montana 
Veterans'  Home. 

PRIOR  AUDIT  RECOMMENDATIONS 

We  found  that  the  Montana  Veterans'  Home  has  complied  with  and 
implemented  prior  audit  recommendations.   Recommendations  concerning 
plant  and  equipment  and  inventory  were  not  fully  implemented,  as 
discussed  in  the  text  of  this  report. 
FINAL  COMMENTS 

We  have  reviewed  this  report  with  the  superintendent  of  the 
Montana  Veterans'  Home,  his  staff,  and  with  officials  of  the  Depart- 
ment of  Institutions.   The  full  text  of  their  written  response  is 
included  in  this  report. 

We  wish  to  express  our  appreciation  to  these  officials  and  their 
staff  for  their  cooperation  and  assistance  during  the  audit. 
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FINANCIAL   STATEMENTS 


STATE  OF  MONTANA 


MONTANA  VETERANS'  HOME 


BALANCE  SHEET  -  ALL  FUNDS 
JUNE  30,  1978 


General 
Fund 


ASSETS: 

Cash  in  Bank 
Cash  in  Treasury 
Accounts  Receivable  - 
Dishonored  Checks 

$ 

500 
4  592 

TOTAL  ASSETS 

$ 

5,092 

Federal  and  Private  Revenue  Fund 
Interest    Federal   Reimbursement  Revolving 

Fund 


5  754       2  734      14  018       1  673 

-__       -__       _J 119)  -__ 


$   5,754   $   2,734   $  13,899   $   1,673 


LIABILITIES  AND  FUND  BALANCE : 
Accrued  Support  Expenditures  $ 

Reserve  for  Cash  in  Bank 

Fund  Balance  (Deficit)       

TOTAL  LIABILITIES  AND 

FUND  BALANCE  $ 


4,592 
500 


$   4,346   $   9,339   $     168 


5  754    (  1  612) 


4  560 


1  505 


5,092   $   5,754   $   2,734   $   13,899   $   1,673 


The  accompanying  notes  are  an  integral  part  of  these  financial  statements, 

-23- 


STATE  OF  MONTANA 


MONTANA  VETERANS'  HOME 


STATEMENT  OF  APPROPRIATIONS  COMPARED  TO  EXPENDITURES 
FISCAL  YEAR  ENDED  JUNE  30,  1978 


Appropriations 
Budget  Ammcndmcats 
Total  Available 

Expenditures 

Unexpended  Balance 


Federal  and  Private  Revenue  Fund 
General     Interest    Federal  Reimbursement  Revolving 
Fund  Fund 


$  157,503    $ 


$  157,503   $ 


$  157,481   $ 


22   $ 


$  324,505   $  258,941   $   10,065 

(   16  6A9)     16  649   -__ 

$  307,856   $  275,590   $   10,065 


$   307,855        $   270,842        $        3,626 


1        $       4,748        $        6,439 


The  accompanying  notes  arc  an  integral  part  of  these  financial  statements, 
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STATE  OF  MONTANA 


MONTANA  VETERANS'  HOME 


STATEMENT  OF  CHANGES  IN  FUND  BALANCES  -  ALL  FUNDS 
FISCAL  YEAR  ENDED  JUNE  30,  1978 


Fund  Balance,  July  1,  1977 
ADDITIONS: 

Appropriations 

Revenue  or  Income 

Beginning  Balance 


Plus  Additions 


General 
Fund 


157  503 


Federal  and  Private  Revenue  Fund 
Interest    Federal   Reimbursement  Revolving 

Fund 


$   5,362   $(    815)   $ 


392     307  649     275  402 


$   2,372 


2  759 


$  157,503   $   5,754   $  306,834   $  275,402   $   5,131 


DEDUCTIONS : 

Expenditures 

Reverted  Appropriations 

Prior  Year  Expenditure 
Adjustment 

Total  Deductions 


$  157,481   $ 
22 


Fund  Balance,  June  30,  1978    $ 


$  157,503   $ 


$  307,855   $  270,842   $   3,626 


591 


$  308,446   $  270,402   $   3,626 


$        5,754        $(      1,612)      $       4,560        $        1,505 


The  accompanying  notes  are  an  integral  part  of  these  financial  statements. 
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STATE  OF  MONTANA 


MONTANA  VETERANS'  HOME 


STATEMENT  OF  REVENUE  -  ALL  FUNDS 
FISCAL  YEAR  ENDED  JUNE  30 ,  1978 


Reimbursements : 
Per  Diem 
Meals  Furnished 


General 
Fund 
Estimated     Actual 


$ 


Federal 


Interest 
Estimated     Actual 


350 


397 


Sale  of  Documents,  Property: 
Agricultural  Products 


Rentals  and  Leases : 
Rentals 


1  A35 


500 


Collections  and  Transfers: 
Transfers 


392 


Federal  Assistance : 
Domiciliary  Care 
Nursing  Home 


TOTALS 


350 


1,832 


500 


392 


The  accompanying  notes  are  an  integral  part  of  these  financial  statements, 


And Private Revenue    Fund  Revolving 

Federal                      Reimbursement  Fund 

Estimated Actual        Estimated Actual        Estimated         Actual 


$  256,518      $  275,402       $ 


6  500  2  759 


146  000         149  957 
136  000         157  692 
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$  282,000       $  307,649       $  256,518      $  275,402       $   6,500       $   2,759 


MONTANA  VETERANS'  HOME 
STATEMENT  OF  GENERAL  FIXED  ASSETS 
JUNE  30,  1978 


FIXED  ASSETS: 
Land 

Buildings 

Furniture  and  Fixtures 
Equipment 
Improvements  other  than  Buildings 

Total  General  Fixed  Assets 


$    38,000 

1  058  152 

142  278 

112  060 

98  790 

$  1,449,280 


SOURCE  OF  FUNDS  TO  ACQUIRE  FIXED  ASSETS : 
State  Funds 
Federal  Funds 
Donations 

Total  Investment  in  General  Fixed  Assets 


$  1,372,047 
63  000 
14  233 

$  1,449,280 


The  accompanying  notes  are  an  integral  part  of  these  financial  statements. 
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STATE  OF  MONTANA 


MONTANA  VETERANS'  HOME 


STATEMENT  OF  EXPENDITURES  BY  PROGRAM  -  ALL  FUNDS 
FISCAL  YEAR  ENDED  JUNE  30 ,  1978 


Personal  Services: 
Salaries 
Hourly  Wages 
Employee  Benefitb 


Total  Personal  Services 


Administration  Care  and 
Program     Custody 


$  55,711   $  375,365 

A6  196 

7  696      68  A94 

$  63,407   $  490,055 


Farm 


Total 


$ 

$  431,076 

1  470 

47  666 

146 

76  336 

$ 

1,616 

$  555,078 

Operating  Expenses : 
Contracted  Services 
Supplies  and  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  and  Maintenance 
Other  Expense 


Total  Operating  Expenses 


Equipment 


Total 


$    1,015   $   28,833 


$  29,848 


1  693 

77  464 

592 

79  749 

4  282 

36 

_. 

4  318 

1  410 

3 

_ 

1  413 

- 

160 

- 

160 

- 

46  552 

405 

46  957 

51 

14  112 

563 

14  726 

419 

8,870 

$ 

528 
167,688 

- 

$ 

947 

$ 

$ 

1,560 

178,118 

$ 

- 

$ 

6,158 

$ 

450 

$ 

6,608 

$ 

72,277 

$ 

663,901 

$ 

3,626 

$ 

739,804 

The  accompanying  notes  are  an  integral  part  of  these  financial  statements. 
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MONTANA  VETERANS'  HOME 
NOTES  TO  FINANCIAL  STATEMENTS 
FISCAL  YEAR  ENDED  JUNE  30,  197  8 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  preceding  financial  statements  were  prepared  from  the  State- 
wide Budgeting  and  Accounting  System  except  for  the  statement  of 
general  fixed  assets.   This  statement  was  prepared  by  the  agency  from 
records  maintained  by  the  agency. 

The  financial  statements  were  prepared  on  the  modified  accrual 
basis  of  accounting.  Modified  accrual  is  defined  as  that  method  of 
accounting  in  which  expenditures  are  recorded  on  the  basis  of  valid 
obligations  and  revenues  are  recorded  when  received  in  cash. 

Inventories  are  expensed  at  the  time  of  purchase. 

2.  RETIREMENT  PLAN 

Employees  of  the  home  are  covered  by  the  Public  Employees'  Re- 
tirement System.   The  state  contributes  5.95  percent  of  an  employees 
gross  wages.   Employees  contribute  6  percent  of  gross  wages.   The  home 
incurred  pension  costs  of  $25,214  during  fiscal  year  1977-78.   The 
state's  policy  is  to  fund  accrued  pension  costs. 

3.  VACATION  AND  SICK  PAY 

Liabilities  incurred  because  of  employees'  unused  vacation  and  sick 
pay  are  not  recorded.   The  related  expenditures  are  recorded  when  paid. 
Permanent  employees  are  allowed  to  accumulate  and  carry  over  into  a  new 
calendar  year  a  maximum  of  two  times  their  annual  accumulation  of  vacation. 
Upon  termination,  qualifying  permanent  employees  having  unused  accumulated 
vacation  and  sirk  leave  receive  payment  for  vacation  on  a  100  percent 
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basis  and  sick  leave  on  a  25  percent  basis.   The  amount  of  the  liability 
associated  with  unused,  accumulated  vacation  and  sick  leave  at  June  30, 
1978  is  maintained  on  an  hourly  basis  rather  than  by  dollar  amount.   The 
monetary  liability  is  not  calculated  until  an  employee  terminates. 
A.    LONG  RANGE  BUILDING  PROGRAM 

The  Architecture  and  Engineering  Division  of  the  Department  of 
Administration  is  responsible  for  the  planning  and  construction  of  all 
capital  projects  at  the  Montana  Veterans'  Home.   Appropriations  are 
made  directly  to  the  Architecture  and  Engineering  Division,  and  expend- 
itures are  recorded  in  an  accounting  entity  assigned  to  the  division. 
Upon  completion,  projects  are  recorded  in  the  home's  general  fixed  asset 
group  of  accounts.   The  single  construction  project  at  the  home  for  the 
fiscal  year  1977-78  was  for  construction  of  a  well  and  pump  house.   Long 
range  building  program  -  appropriation  68088. 

Appropriation  $   76,500 

Expenditures  3 ,718 

Unexpended  Balance  $   72,782 


5.    MEAL  COSTS 

Employees  of  the  Montana  Veterans'  Home  receive  a  free  meal  during 
each  shift  worked  in  accordance  with  Department  of  Institution  policy. 
The  cost  of  these  meals  is  included  in  operating  expenses. 
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AGENCY  REPLY 


governor 
Thomas  L  Judge 


Director 

LAWRENCE  M    ZANTO 


^tate  of  ^ontana 
department  of  (institutions 


BOARD  MEMBERS 
ZELLA  A    JACOBSON.  GREAT  FALLS 

Eldon  E  Kuhns.  billings 
Willis  M  WuKeon.  malta 
Dennis  F  Dolan.  butte 

JOHN  W    STRIZICH.  M.D.,  HELENA 


^Iclcua,  5iUilU 


October  k,    1978 


Legislative  Audit  Committee 

of  the  Montama  State  Legislatiire 
Office  of  the  Legislative  Auditor 
Si    te  Capitol 
Helena,  Montana   59601 

Gentlemen : 

We  have  reviewed  the  audit  report  prepared  by  Hanto,  Berres  and  Romo, 
Certified  Public  Accountants  on  the  Montana  State  Veteran's  Home. 
Our  review  was  made  in  cooperation  with  Richard  Walsh,  Superintendent 
Veterans'  Home, 

The  report  provides  a  very  welcome  service  and  is  sincerely  appreciated. 

Our  response  to  recommendations  is  attached. 


Sincerely, 


Curt  Chisholm 
Deputy  Director 


RH:rh 
Enclosure 
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RESPONSE  TO  AUDIT  RECOMMENDATIONS  FOR  MONTANA  VETERAN'S  HOME 
RECOMMENDATION 

We  recommend  that  the  home: 

(1)  Determine  the  proper  accounting  methods  for  preparing  federal 
reimbursement  requests. 

(2)  Determine  if  additional  reimbursement  can  be  obtained  for  the 
quarter  that  ended  September  30,  1977. 

Previous  reports  to  the  Veterans  Administration  were  filed,  as 
prescribed  within  current  Veterans  Administration  guidelines,  not 
realizing  that  a  reduction  of  reimlmrsement  was  taking  place.   The 
Veterans  Administration  requires  reports  to  be  filed  quarterly  on 
actual  expenditures.   The  Institiution  will  contact  the  Veterans 
Administration   to  see  if  adjustments  can  be  made  to  the  reports 
and  the  exact  format  that  those  reports  should  be  in. 

RECOMMENDATION 

We  recommend  that  the  Department  adjusts  reimbursement  rates,  based 
upon  actual  reimbursements  from  the  Veterans  Administration. 

An  oversight  based  upon  past  practices  of  the  Reimbursement  Section 
resulted  in  this  audit  exception.   Immediate  action  has  now  been 
taken  to  rectify  this  problem.   The  reimbursement  rate  is  now  based 
upon  actual  reimbursements  from  the  Veterans  Administration. 

RECOMMENDATION 

We  recommend  th    the  Department  of  Institutions  develop  procedures 
which  set  reimb    'ment  rates  closer  to  actual  costs. 

The  above  procedure  was  instituted  on  July  1,  1978  for  all 
inst     ions . 

RECOmENDATION 

We  recommend  that  the  Department  of  Institutions  establish  rates  for 
Non-Veterans,  in  accordance  with  Section  80-1603,  R.C.M.,  1947. 

The  above  will  start  October  1,  1978. 

RECO'  "I'-NDATION 

We  recommend  that  the  Department  implement  procedures  for  collection 
of  delinquent  accounts. 

The  Department  of  Institutions  is  in  the  process  of  gathering  infor- 
mation for  delinquent  accounts  on  all  institutions.   This  information 
will  then  be  turned  nver  to  the  Department  of  Revenue  for  collection 
as  soon  as  possible. 
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RECOMMENDATION 

We  recommend  that  the  Veterans  Home  and  Department  develop  procedures 
for  recording  gifts  in  the  financial  records. 

We  agree  that  gifts  and  donations  should  be  included  on  the  financial 
statements  of  the  Institution,   this  is  to  reflect  true  costs  of  operation 
of  the  facility.   But,  the  SBAS  does  not  have  the  capability  to  record 
this  type  of  transaction  on  its  financial  statement.   Manual  records  are 
kept   as  to  who  donates  items  to  the  Institution,  what  type  of  donation 
(description)  and  if  the  donation  is  a  piece  of  equipment,   where  is  it 
located . 

RECOMMENDATION 

We  recommend  that  the  Department  record  accounts  receivable,  in  the  Homes 
accounting  records  and  accrue  revenue  in  accordance  with  generally 
accepted  accounting  principles. 

By  statute  (R.C.M.  80-1601-1606)  the  total  rembursement  function  (billing 
and  collections)  is  vested  in  the  Department  of  Institutions.   As  pointed 
out  in  the  audit  "The  Department  of  Institutions  Central  Office  has 
centralized  accounts  receivable..."  We  feel  that  this  is  adequate  and 
unless  there  is  a  law  change,   we  will  continue  to  record  financial 
transactions  in  this  manner.   The  Reimbursement  Section  is  following 
state   accounting  principles  by  recording  revenues  when  received  instead 
of  accruing  them. 

RECOMMENDATION 

We  recommend  that  the  Department  of  Institutions  develop  a  system  to 
account  for  enterprise  and  intragovernmental  services  funds. 

The  Department  of  Institutions  can  develop  a  system  to  account  for 
enterprise  and  intragovernmental  funds  for  the  Veterans  Home.   The 
problem  is  not  the  development  but  the  maintenance  of  the  accounts. 
The  Veterans  Home  does  not  have  the  staff  to  maintain  this  sophisticated 
system  for  such  a  small  operation.   If  the  Legislative  Audit  Committe 
recommends  that  a  system  be  implemented,  then  the  Department  of  Institutions 
will  request  F.T.E  and  will  develop  the  system  at  the  Institution. 

RECOMMENDATION 

We  recommend  that  the  Home  file  applicable  forms  in  order  to  receive 
patronage  dividends  and  that  these  dividends  be  recorded  in  the 
accounting  records. 

The  Institution  will  immediately  file  application  for  the  dividends.   In 
the  future,  expenses  will  be  recorded  when  occurred  and  revenue  will  be 
deposited  when  received. 
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RECOMMENDATION 

We  recommend  that  the  Home  record  all  expenditures  in  the  farm  account. 

This  is  to  be  complied  with  immediately. 

RECOMMENDATION 

We  recommend  that  the  Home  require   that  all  financial  activities  be 
conducted  by  business  office  employees  only. 

The  Institution  has  established  a  written  procedure  notifing  all 
employees  that  •"he  business  office  is  responsible  for  all  business 
transactions  ot  the  Institution. 

RECOMMENDATION 

We  recommend  that  the  Home  comply  with  the  provisions  of  Legislative 
appropriations . 

The  Institution  will  comply  with  the  provisions  of  HB  145. 

RECOMMENDATION 

We  recommend  that  the  Department  of  Institutions  develop  standards  to 
ensure  proper  operation  of  the  fire  alarms. 

The  standards  for  the  fire  alarms  are  set  by  the  State  Fire  Marshall, 
Medicaid/Medicare,  and  other  organizations.   The  problem  is  not  with 
the  standards  but  with  the  fire  alarm  system  itself ;    The  Institution 
has  written  letters  to  the  Department  of  Institutlo^is ,  Department  of 
Administration  and  various  vendors  to  make  the  system  operational. 
There  are  electrical  problems  with  the  system  and  the  Department  of 
Administration,  Architecture  and  Engineering  Division  will  be  contacted 
again. 

RECOMMENDATION 

We  recommend  that  the  Home: 

(1)  Maintain  perpetual  inventory  control  only  on  high  dollar,  high 
risk  items  and, 

(2)  Submit  periodic  inventory   reports  to  management. 

The  Institution  will  follow  current  inventor\  procedures  as  outlined  in 
the  Department  of  Administration  Memo  70-17.  VJill  take  the  steps  to 
insure  that  management  is  aware  of  periodic  inventories. 
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RECOMMENDATION 

We  recommend  that  the  Home  review  the  inventory  on  hand  before  reordering. 

Institutional  management  has  taken  steps  to  insure  that  inventories  are 
checked  with  requsitions  prior  to  ordering.   Orders  for   items  that  are 
in  excess  of  a  6  months  supply  will  be  rejected  and  the  supplies  on  hand 
will  be  reduced  to  a  workable  level  thru  usage. 

RECOMMENDATION 

We  recommend  that  the  Department  develop  procedures  to  reflect  all 
personal  service  expenditures  on  the  Homes'  financial  records. 

As  pointed  out  in  the  audit,  the  Department  of  Institutions  has  developed 
guidelines  for  recording  of  CETA  expenditures  on  the  books  of  the 
Institution.   Youth  employment  and  Work-Study  Programs  are  paid  by  the 
respective  agencies  responsible  for  the  programs.   The  Institution  does 
not  receive  monies  for  these  programs  and  as  such  does  not  record  any 
expenditures. 

RECOMMENDATION 

We  recommend  the  Home : 

(1)  Request  a  refund  for  the  overpayment  of  '-'irk-study  expenses  and, 

(2)  Record  work-study  expenses  based  upon  bills  submitted  by  the 
university. 

These  recommendations  will  be  implemented  immediately. 

RECOMMENDATION 

Wc  recommend  that  the  Home  implement  improved  internal  control  over 
payroll. 

All  personnel  files  will  by  checked  for  W-4,  unclaimed  salary  warrants 
will  by  placed  in  the  institutional  safe,  time  cards  will  be  signed  by 
supervisors  and  IRS  Forms  1099  will  by  prepared  and  sent  yearly. 

RECOMMENDATION 

We  recommend  that  the  Home: 

(1)  Limit  vacation  carry  over  in  accordance  with  Section  59-1002, 
RCM  1947  and, 

(2)  Discontinue  a'''"  owing  employees  to  accumulate  negative  comp  time 
and  vacation  balances. 

The  Home  will  implement  the  recommendations  and  com.ply  with  R.C.Ms  and 
Management  memos. 
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RECOMMENDATION 

We  recommend  that  the  Department  improve  the  system  of  property  control 
and  accountability  at  the  Montana  Veteran's  Home. 

The  Department  of  Administration  has  been  contacted  in  relations  to 
the  PAMs  system.  They  have  assured  us  that  it  will  be  out  in  the  near 
future   and  once  we  receive  it,  it  will  implemented. 
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